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Rhode Island has had considerable experience with the concept
of prospective 


reimbursement. The first programof its kind in the country was implemented in 


Rhode Island in1971. Three years later, the Social Security Administration 


funded a three-year prospective reimbursement program which began
on October 1, 1974 


and will endon September 30, 1977. During that time, the provisions
of the Rhode . 

Island program have been reviewed, evaluated, changed and refined.It is safe to 


say that the participants the Rhode Island program the longest experi­
in had I 

ence with the mechanism of prospective reimbursement of anywhere in the country 

and havedevelopedmany knowledgeable insights into the practical application and 

workability of prospective reimbursement. 

Within the past several years, there has beenan intensified interest and concern 


in the rising costs
of health care in this country, particularly since those costs 


continue to outpace the rest of the economy. The Federal government has recently 


attempted to confrontthe health care cost spiral through coordination
of health 


planning and, more recently, the implementation
of cost controls or limits through 


Federal health care programs such as Medicare. In addition, state and local com­


munities have been encouraged by the Federal government to apply cost control 


measures to the health care industry.In an equally concerned response,
some state 

t ogovernments have established rate setting commissionsreview and approve hospital 


rates. Among these are Connecticut, New Jersey, Massachusetts, and Maryland. States 


such asRhode Island and New
York have passed legislation dealing with the problem 


of hospital costs. These approachesto cost containment are varied and are being 
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met wi thva r i eddegreeso fsuccess .  However, i t  is clear tha tappropr i a t eme thods  

' 	 t omodera t eandcon ta inhea l th  care c o s t si nt h i sc o u n t r y  mustbefound. Our 

h e a l t h  c a r e  r e s o u r c e s  are  nolonger  limitless eventhoughthe demand f o r  h e a l t h  

care s e r v i c e sc o n t i n u e st o  grow.The h e a l t h  care system, as well as  othersegments  
s 


o fo u r  economy, e .g .energy ,educa t ion ,  is f i n d i n g  i t s e l f  in t h e  c lass ic  economic 


dilemmaof t r y i n g  t o  meet thosegrowingandseeminglyunlimiteddemandswithinthe 


c o n f i n e s  o f  l i m i t e d  r e s o u r c e s .  


The S t a t e  of Rhode I s l andandthe  vo lun ta rysec to r(B lueCrossandthe  hosp i t a l s )  


h a v et a k e na c t i o nt oc o n f r o n tt h i sp r o b l e mi n  a c o o p e r a t i v es e t t i n g .I n1 9 7 1 ,t h i s  


communityembarkedon a prospectivereimbursementprogram,abandoningtheold 


r e t rospec t ivecos tr e imbursemen t  system. This programhasgonethroughseveral  


majorchangessince1971;andunder a c o n t r a c t  f r o m  t h e  S o c i a l  S e c u r i t y  a d m i n i s t r a t i o n  


B l u e  Cross, t h eS t a t e ,a n d  a l l  s i x t e e n  v o l u n t a r y  h o s p i t a l s  are  now i n  t h e  t h i r d  y e a r  


of a prospectivereimbursementprogram. The fo l lowing  w i l l  d e s c r i b et h a ts y s t e m  i n  


Rhode I s l a n d ,  t h e  r e s p o n s i b i l i t i e s  o f  i ts  p a r t i c i p a n t s ,a n dt h ee x p e r i e n c et od a t e .  


Prospect iveReimbursementin Rhode Island(1970-72). 


L i k e  t h e  rest of t h e  n a t i o n ,  h o s p i t a l  c o s t s  i n  Rhode I s l a n d  a f t e r  t h e  i n t r o d u c t i o n  


ofMedicareturnedsharplyupward.Whilethere  is some d i s p u t ea b o u tt h ea c t u a l  


percen tages ,  i t  is a g r e e d  t h a t  o v e r a l l  o p e r a t i o n a l  c o s t s  i n  Rhode I s l a n d  h o s p i t a l s  


rosebetween 15 and 20 percentperyearbe tween1967andthein t roduct ionofpro­ 


s p e c t i v e  rate s e t t i n g .  


Righ t  a f t e rmed ica re ,  Rhode I s l a n d  B l u e  C r o s s  f o u n d  i t s e l f  w i t h  a n  e x c e l l e n t  r e s e r v e  


p o s i t i o nd u et ot h ep r o v i s i o no fb e n e f i t st ot h ee l d e r l yb yM e d i c a r e .T a k i n g  ad­


v a n t a g eo ft h i ss i t u a t i o n ,t h eP l a n  made s e l e c t e db e n e f i ti m p r o v e m e n t st of i l l  
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weaknessesin i t s  b a s i cc o n t r a c t sa n dt oe n c o u r a g eu s eo fo u t p a t i e n tr a t h e rt h a n  

c o s t l y  i n p a t i e n t  s e r v i c e s .  

A combination o fs o a r i n gc o s t s  andimproved bene f i t ssoontu rned  the f i n a n c i a l  s i t u ­

a t iona round ,  f o r c i n g  t h e  P l a n  t o  f i l e  f o r  s i z a b l e  rate i n c r e a s e s  t h r e e  y e a r s  i n  a-
row. 


The s t a t e  d i r e c t o r  of b u s i n e s s  r e g u l a t i o n ,  r e q u i r e d  by Rhode I s l a n d  s t a t e  law t o  


passonthe"reasonableness"ofBlueCross  rates, r e a c t e d  w i t h  i n c r e a s i n g  a l a r m  t o  


eachsubsequent ra te  i n c r e a s ef i l i n g .B l u eC r o s st o o kt h ep o s i t i o nt h a tr i s i n g  


premium rates  were merelysymptoms of t h e  real problem,tha t  I s ,  r i s i n g  h o s p i t a l  


c o s t s ,a n dt h a th o s p i t a l s ,t h e r e f o r e ,s h o u l db ep a r t i e st oB l u eC r o s sf i l i n g sa n d  


s h o u l d  t e s t i f y  a t  ra te  h e a r i n g s .  


Afte rex tendedhea r ingsin1969( fo r1970ra t e s )du r ingwhichhosp i t a l s  were asked 


t ot e s t i f y ,  t h ed e p a r t m e n tt o o k  t h ep o s i t i o nt h a t  a m a j o r  c u l p r i t  i n  t h e  c o s t  s p i r a l  


was t h e  "open-ended cos tr e imbursemen tcon t r ac t . "Thed i rec to res sen t i a l ly"o rde red"  


hosp i t a l sandtheP lantoove rhau lthere imbursemen t  sys t em so as  to  b u i l d  i n  c o s t  


c e i l i n g s  a n d  i n c e n t i v e s  f o r  s a v i n g s ,  i f  n o t  t o  d i s c a r dt h e  p r e s e n t  s y s t e m  a l t o g e t h e r .  


I t  was a g a i n s t  t h i s  backgroundtha ttheprospec t ivera t ingprogramin  Rhode I s l and  


evolved : 


1, Rhode I s l a n d  H o s p i t a l ,  t h e  l a r g e s t  h o s p i t a l  i n  t h e  s ta te ,  n e g o t i a t e d  a pro­


spec t ivere imbursemen tcon t r ac tfo rf i s ca l1970-1971  on a p i l o t  tes t  b a s i s .  

2.  	 A l l  o t h e r  h o s p i t a l s  a g r e e d  t o  a d e c r e a s e  i n  thereques tedamountsandto  

' ' gua ran teethe i rbudge t s "dur ingthe  same f i s c a l  y e a r .  

3. 	 A l l  hosp i t a l swerea l lowedtokeep  50% of anysavings,andhadtoabsorbany 

l o s s e s .  
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4 .  All hospitals negotiated prospective reimbursement contracts in fiscal1971­


1972. Rhode Island hospitals were givena class exception from Phase
11 price 


controls to permit the experiment. 

5 .  At the end of fiscal year one, 9/30/71, actual hospital expenditure experience, 

when looked at collectively, was under budget for the first time in four years. 
z 


6 .  At the startof year two, 10/1/71, budgets were reduced by some$6,500,000. 


This would have resulted
in a ten percent increasein the per diem rate. 

7 .  Areawide planning came into playas hospitals deferred, alteredor abandoned 

program plans that did not receive approval by the medical program review 

mechanism. . 

Planning Agency Participation. Oneof the most important benefits of Prospective 

of aRate Setting in Rhode Island was the creation medical program review mechanism, 

particularly in viewof the proliferation of new laboratories, techniques andequip­

ment. Blue Cross and the hospitals establisheda special procedure f o r  screening 

hospital proposals for new or expanded services which would require Blue Cross 

reimbursement prior to submission as partof the budget negotiation process. 


The medical program review process had particularly important community planning 


implications. The Health Planning Council, Inc.,
a nonprofit organization witha 


broadly representative community Board
of Trustees, establishes priorities for Blue 

Cross reimbursement and reviews hospitals' proposalsin terms of overall community 


needs and ability to pay, rather than solely in terms
of their technical worth. 


Review is conducted atan early stage in the hospital's planning process, before 


new project ideas are translated into detailed formal proposals. 


In conjunction with the medical program review requirements, the RhodeDe-Island 

partment of Health had the authority to approve or reject requestsf o r  construction 

( o r  modernization) in excess of$200,000 and for purchaseof new equipmentabove 
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p i t a l s  were a l s or e q u i r e dt os u b m i tl o n ga n ds h o r tr a n g ep l a n sf o rs e r v i c e sd e v e l ­

opmentandmaintenanceonanannualbasis .  

TheS ta t eBudge tOf f i ce .InJu ly ,  1971, a n  ac t  oftheGenera lAssemblyof  Rhode 
= 

I s l andmanda tedtha tthe  s t a t e ,  throughtheBudgetOff icer ,wouldbe a p a r t y  t o  

budge tnego t i a t ionshe ldfo rthepurposeofde te rmin ingpaymen t  rates f o r  h o s p i t a l  

c o s t sb yt h e  s ta te .  Thelawprovidedforreviewofagreeduponbudgetsand re­

l a t e d  s t a t i s t i c s  a t  l ea s t  30 d a y s  p r i o r  t o  thebeg inn ing  of e a c h  f i s c a l  y e a r .  

Once the  Budge t  Of f i ce r  had  r eached  ag reemen t  wi th  the  hosp i t a l s  and  B lue  Cross ,  

tha tagreement  was c o n s i d e r e d  p r i m a  f a c i e  e v i d e n c e  t h a t  t h e  b u d g e t s  a re  "reasona­

b l e  as  a componentof ra tes  p a i d  by t h e  s t a t e  as a p u r c h a s e r  o f  h o s p i t a l  s e r v i c e s , "  

and as a component of anypremium rate  f i l i n g s  byBlue Cross. 

P r i o r  t o  1 9 7 1 ,  t h e  c o n t r o l  e f f e c t e d  by t h e  s t a t e  o v e r  h o s p i t a l  c o s t s  was e s s e n t i a l ­

lyind i r ec t - - th rough  i ts  r e s p o n s i b i l i t y  i n  t h e  D e p a r t m e n t  o f  B u s i n e s s  R e g u l a t i o n  

fo rapprov ing  r a t e  changesrequestedbyBlueCross.  Now t h e  S t a t e  was l e g i s l a t i v e ­

l y  imposed i n t o  t h e  p r o c e s s  a n d  h o s p i t a l  b u d g e t s  c o u l d  n o t  b e  f i n a l i z e d  w i t h o u t  t h e  

d i r e c t  p a r t i c i p a t i o n  o f  t h e  S t a t e  B u d g e t  O f f i c e r  i n  n e g o t i a t i o n s .  

Up u n t i l  FY 1972173, Rhode I s l a n d  r e c e i v e d  a waiverfromthe Economic S t a b i l i z a t i o n  

Program (ESP) whichhadallowed i t  toope ra t eunde rtheProspec t iveRe imbursemen t  

Program.However, when ESP enteredPhase  111, it was r e a l i z e db yt h ep a r t i e st h a t  

theprospec t ivere imbursementsys tem was n o t  c o n s i s t e n t  w i t h  ESP c o n t r o l s ,  a n d  t h e  

program was suspended. 

Program Resul ts .  There is some d i s a g r e e m e n tr e g a r d i n gt h ee f f e c t i v e n e s s  of t h i s  

e a r l yp r o g r a mi nc o n t r o l l i n gh o s p i t a lc o s t s .H o w e v e r ,t h ep a r t i e sd i da n d  s t i l l  
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d of e e lt h a tt h ep r o g r a m  was a s i g n i f i c a n ti m p r o v e m e n to v e rt h ef o r m e rr e t r o s p e c t i v e  

re imbursementsys tem.Inaddi t ion ,theprogrambroughtcos tcont ro lsav ingsand a 

c o s tc o n t a i n m e n ta w a r e n e s st ot h eS t a t et h a th a dn o te x i s t e dp r i o rt ot h i s  time. 

Forexample: 
z 


1. 	 For FY 1971, actual h o s p i t a le x p e n d i t u r ee x p e r i e n c e  when looked a t  c o l l e c ­

t i v e l y ,  was underbudget f o r  t h e  f i r s t  time i n  f o u r  (4) yea r s .  

2. 	 A t  t h e  s tar t  o ft h es e c o n dy e a r ,h o s p i t a lb u d g e t s  were reduced bysome $6.5M 

w h i c h  r e s u l t e d  i n  o n l y  a t e np e r c e n t  (10%) i n c r e a s e  in theperdiem rate .  

3. Areawideplanningformedicalprograms was In t roduced .  

4. 	 The e d u c a t i o n a le x p e r i e n c ef o r  a l l  p a r t i c i p a n t s ,p r o v i d e r sa n dp u r c h a s e r s  

was cons ideredinvaluableand  would a i d  t h e  par t ies  t o  b e t t e r  c o n t a i n  h o s ­

p i t a l  c o s t s  i n  t h e  f u t u r e .  

For FY 1974J75the par t ies  a g a i n  embarkedon a costcontainmentprogram f o r  t h e  


S t a t e .S u b s e q u e n tt on e g o t i a t i o n sw i t ht h eS o c i a lS e c u r i t yA d m i n i s t r a t i o n ,  Rhode 


Island'sProspectiveReimbursementProgramreceived a cont rac tunderSec .  222  of 


PL 92-603 f o r  a three-yearexper imentincos tconta inmentand  a waiverofthe 


Medicarecos tl imi ta t ionsunderSec .  223. Theexperimentalcontractbegan 


October 1, 1974 andextendstoSeptember  30, 1977. Thepresentprogramhas now 

\ 

en te red  i t s  t h i r dy e a r .  

Thefol lowing i s  a d e s c r i p t i o n  of theprogramwhichhasbeensupported by t h e  


S o c i a lS e c u r i t yA d m i n i s t r a t i o n  f o r  t h e  p a s t  t h r e e  y e a r s  andformsthebas isfor  


t h e  opera t ionofthe  1977-78program. 


A .  P R O C U M  OVERVIEW 


Liketheear l ie rProspec t iveReimbursementProgram,thepresentprogram'spar t i ­ 


c i p a n t sa r et h eB u d g e tO f f i c e  of t h e  S t a t e  ofRhode I s l and ,B lue  Cross of Rhode 


I s l a n d ,  t h e  Hospi ta l  Assoc ia t ion  of Rhode I s l a n d ,  and t h eA s s o c i a t i o n ' s  
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Blue 

participating sixteen voluntary hospitals. 


Stat
The State Budget Office represents thee's interests as purchasersrchasers of health 

care through Medicaid, TitleV, the Departmentof Vocational and Rehabilitative 

Services and General Public Assistance, well as the interests of the generalas 

population of Rhode Island.The parties are operating undera three-year contract 

between the third parties and the sixteen hospitals. For Cross, the contract 

is an amendment to the basic hospital contract for fifteen participating hospitals 

and a separate contract with one non-participating institution.A separate con­

tract exists between each hospital and the State. 

Basic Objectives 


The program's basic objectives are: 


1. Contain costs; 


2 .  Assure growth in programs is based on statewide need; 

3 .  Shift health resources away from inpatient care modalities; 

4. Reward management efficiencies and improve productivity; and 


5 .  Ensure that cost control efforts do not havea deleterious effect on 


patient care. 


Basic Features 


The basic features of the present program include: 


1. A limit on total allowable operating expense increaseson a statewide basis 


(a MXICAP). (The first such total expenditures limitation concept
in the 


country.) 


-8-




2 .  	 Submissionof new andexpandedmedicalprogramsto a p lanning ,rev iew,and  

a d v i s o r yp r o c e s sp r i o rt ob u d g e tn e g o t i a t i o n s .C a p i t a lp r o g r a m sm u s ta l s o  

b e  r e v i e w e d  u n d e r  t h e  S t a t e ' s  c e r t i f i c a t e  of n e e d  l e g i s l a t i o n .  

3.  	 A f t e r  i n t e r n a l  r e v i e w  a n d  a n a l y s i s  b y  B l u e  Cross and t h e  S t a t e  B u d g e t  

Office, each h o s p i t a lb u d g e t( b o t ht o t a le x p e n s e sa n ds t a t i s t i c a lv o l u m e s  

I s  t h e nn e g o t i a t e d  w i t h  t h a th o s p i t a l .T h ep a r t i c i p a n t si nt h a tb u d g e t  

n e g o t i a t i o n  are the  S t a t e  BudgetOff ice ,  Blue Cross andthea f fec t edhos ­

p i t a l .  No Budget can b es e t t l e dt h r o u g hn e g o t i a t i o n su n l e s st h e r e  is 
1 


unanimousconsentby a l l  t h e  p a r t i e s .  

4. 	 Rates are set on t h eb a s i so ft h er a t i oo fl o w e ro fc o s t s  or chargesand 

a c c o r d i n gt o  each th i rdpa r typaye r ' sr e imbursemen tp r inc ip l e s ,  a f t e r  t h e  

budge thasbeennego t i a t edandthef ina lbudge thasbeensubmi t t edto  

c o s tf i n d i n g .H o s p i t a l sa l s oa g r e et og u a r a n t e et h e i rc h a r g es t r u c t u r e s  

a s  d e t e r m i n e df o r  t h e  b u d g e t  f i s c a ly e a r .  

5 .  	 P r o v i s i o n s  are made t o  r e i m b u r s e  t h e  h o s p i t a l s  f o r  anyunusualand un­

expec tedinc reases  i n  volume t h a t  may occur ,  as wel l  as o t h e r  m a j o r  un­

fo reseen  and unpred ic t ab leexpenses(ma jo rcon t ingenc ie s ) .  

A l l  o f  t h i s  a c t i v i t y  is aimed a t  c o n t r o l l i n g  t h e  o v e r a l l  i n c r e a s e s  i n  h o s p i t a l  


c o s t s  and y e t  p r o v i d e  s u f f i c i e n t  f l e x i b i l i t y  w i t h i n  t h e  o v e r a l l  d o l l a r  c o n ­ 


t r o l s  t o  p e r m i t  h o s p i t a l s  t o  u t i l i z e  t h e i r  d o l l a r s  t o  p r o v i d e  p l a n n e d  ser­


v i c e s  andprogramsandimprovethequalityof care t o  t h e i r  p a t i e n t s .  A l s o ,  


h o s p i t a l s  are  p r o v i d e di n c e n t i v e sf o r  management e f f i c i e n c i e s  andimproved 


p r o d u c t i v i t y .  On a b r o a d e r ,s t a t e w i d e  scale,  the program Is des ignedtocon­ 


t a i n  t h e  g r o w i n g  c o s t  s p i r a l  o f  h e a l t h  care  i n  Rhode Is landandprovidean  


e f f e c t i v e ,  r a t i o n a l  me thodofa l loca t ing  and r e d i s t r i b u t i n g  t h e  S t a t e ' s  e v e r ­ 


d i m i n i s h i n gh e a l t h  care r e s o u r c e s  t o  meet theever-growingneedsanddemands 
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of t h e  community. Above a l l ,  i t  hasbeenand i s  s t i l l  t h ei n t e n t  of a l l  t h e  

p r o g r a m  p a r t i c i p a n t s  t o  d o  t h i s  w i t h i n  a cooperativeenvironmentand demon­

s t r a t e  t h a t  t h e  S t a t e  l a w  can be e f f e c t i v e l y  c a r r i e d  o u t  t h r o u g h  a c o n t r a c t u a l  

arrangement among t h e  p a r t i e s .  

B. EXPLANATION OF BASIC FEATURES OF THE PROGRAM 

1. 	 Sta tewide  MAXICAP / 

The most s i g n i f i c a n t  f e a t u r e  ofthe Rhode IslandProgram is t h es t a t e - w i d e  

MAXICAP. The MAXICAP i s  a no u t s i d e b u d g e tl i m i t a t i o n  on theaggrega teg ross  

o p e r a t i n ge x p e n s e so ft h ev o l u n t a r yh o s p i t a l si n  Rhode I s l a n df o r  a f i s c a l  y e a r ,  

exc lud ingexpensesas soc ia t edwi thp ro fes s iona lcomponen t s( i . e .Med ica re ,  

P a r t  B) and a c t i v i t i e sf i n a n c e d  by g r a n t sa n dc o n t r a c t s .T h e s el a t t e r  two c a t e ­

g o r i e s  of expenses are  n o td i r e c t l yc o n t r o l l e du n d e rt h ep r o g r a m .  It  m u s t  be 

s t r e s s e d  t h a t  t h e  MAXICAP i s  not  a t a r g e t  f o r  e x p e n s e s ,  b u t  i s  a c e i l i n g  o r  

o u t s i d e  l i m i t a t i o n  w i t h i n  w h i c h  a l l  h o s p i t a l  b u d g e t s  m u s t  benegot ia tedand a 

r e se rvemain ta ined  for unfo reseenexpensesdur ingthef i sca l  year. Thisdoes 

not  mean t h a te a c hh o s p i t a l  is g ivenanacross- the-boardincreaseequaltothe  

MAXICAP. The par t ies  are f r e et on e g o t i a t eh o s p i t a lb u d g e t sa b o v eo rb e l o wt h e  

limit of t h e  CAP. However, i nt h ea g g r e g a t e  when b u d g e tn e g o t i a t i o n sa r e  com­

p l e t e ,  t h e  MAXICAP s h a l ln o tb ee x c e e d e d .  The goa l  i s  t om a i n t a i n  a c e i l i n g  on 

to t a lexpenseswhi l ep rov id ingthef l ex ib i l i t ytorecogn izep rob lems ,p rogrammat i c  

development,unusualcircumstances,  e tc .  a t  a g i v e n  i n s t i t u t i o n .  

Each s p r i n g ,  p r i o r  t o  t h e  b e g i n n i n g  of t h e  n e x t  f i s c a l  year and i n d i v i d u a l  

h o s p i t a lb u d g e tn e g o t i a t i o n s ,  a committee of r e p r e s e n t a t i v e so ft h eS t a t eB u d g e t  

O f f i c e ,  B l u e  Cross ,andtheHospi ta lAssoc ia t ionof  Rhode I s l a n d  (HARI) (re­

p r e s e n t i n g  i t s  s i x t e e n  member h o s p i t a l s )m e e t st o  n e g o t i a t e  t h e  maxicap 
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